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STATE  OF  MONTANA 
EMPLOYEE  BENEFIT  PLAN  STUDY 

I.  PURPOSE 

This  report  has  been  prepared  at  the  joint  direction  of  the  Depart- 
ment of  Administration  and  the  Legislative  Fiscal  Analyst.  The 
purpose  is  two-fold: 

A.  To  review  and  analyze  the  performance  of  benefit  plans 
covering  State  of  Montana  employees  from  1973  to  1978 
and, 

B.  To  make  recommendations  which  will  assist  in  the  develop- 
ment of  a  State  sponsored  benefit  plan  acceptable  to  all 
involved  factions. 

The  1973  legislative  session  produced  the  first  "statewide"  employee 
benefit  enabling  act.  The  good  intentions  of  the  1973  legislature 
have  been  eroded  over  time  until,  at  present,  there  are  three  benefit 
contractors  providing  eight  separate  health  benefit  plans  under  contracts 
which  required  over  240  signatures  before  they  could  be  activated.  In 
addition,  employees  desiring  to  obtain  health  insurance  protection 
for  their  families  must  pay  as  much  as  $93.18*  monthly  from  after  tax 
earnings  in  order  to  subscribe  to  family  coverage. 


♦1978-79  Blue  Shield  family  rate  for  Department  of  Business  Regulation, 
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The  State  of  Montana  is  the  employer  of  approximately  15,000  regular 
employees.  As  a  major  employer,  the  State's  interests  are  best  served 
if  all  employees  receive  equal  treatment  under  State  soonsored  benefit 
plans,  regardless  of  their  age,  sex,  occupational  class  or  the  con- 
dition of  their  health.  At  present  this  is  not  the  case.  We  hope 
that  this  report  will  indicate  how  the  mistakes  of  the  past  can  be 
rectified  and  a  plan  for  the  future  can  be  developed. 

II.  BACKGROUND 

Chapter  15,  Section  59,  R.C.M.  1947,  enacted  by  the  1973  legislature 
was  the  first  enabling  legislation  providing  for  a  common  group  insur- 
ance program  for  all  State  employees  and  members  of  the  legislature. 
Under  this  Act,  running  from  59-1501  to  59-1507,  the  Department  of 
Administration  was  given  authority  to  "negotiate  and  contract  for 
all  contracts  of  group  insurance  and  health  service  corporation  olans 
issued  to  all  officers  and  employees  of  all  departments  of  the  execu- 
tive and  legislative  branches  of  the  government  of  the  State  of  Montana.' 

Three  features  of  the  1973  Act  went  far  to  assure  that  the  leoislation 
would  never  achieve  the  goal  of  its  sponsors: 

A.   Section  59-1503  created  an  "Advisory  Council"  made  up  of 
a  representative  from  each  "principal  department  and  con- 
stitutional office  in  the  executive  branch. . .and. . .members, 
officers  and  employees  of  the  legislative  branch. . .shall 
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select  a  representative".  This  council,  now  constituting 
23  members  was  not  given  authority  to  accomplish  anything 
more  than  "review  the  existing  policy,  report  and  review 
claim  problems  and  provide  advice  to  the  Department  for 
future  negotiations." 

B.  Section  59-1504  provides  that  the  "Department  (of  Admini- 
stration) may  combine  existing  employee  groups. . .into  a  single 
group  and  contract  on  behalf  of  the  combined  group."  The  word 
"may"  as  used  here,  combined  with  the  effect  of  Item  C  below, 
eliminated  the  mandate  for  a  single  statewide  program  and 
allowed  departmental  self-interest  to  take  orecedence  over 
the  common  interests  of  all  employees. 

C.  By  far  the  most  damaging.  Section  59-1505  provides  that  "two- 
thirds  (2/3)  of  the  members  of  any  existing  component  employee 
group... on  whose  behalf  the  Department  has  contracted  for  group 
insurance,  must  approve  the  policy  in  order  for  it  to  be  effec- 
tive as  to  that  component  group."  The  self-interest  of  indi- 
vidual employees  is  affected  by  the  design  of  a  benefit  plan 

to  such  an  extent  that  it  is  safe  to  say  that  a  2/3  vote  of 
approval  in  favor  of  any  benefit  plan  would  be  difficult  if 
not  impossible  to  achieve. 

In  spite  of  the  above,  a  statewide  benefit  plan  was  devised  and  began 
operation  on  July  1,  1974.  Medical  benefits  were  provided  by  Montana 
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Physicians  Service  (Blue  Shield)  and  a  Life  Insurance  and  Accidental 
Death  benefit  was  underwritten  by  Occidental  Life  Insurance  Company. 
All  executive  branch  agencies  participated  in  the  plan  with  the  exceo- 
tion  of  the  University  System,  the  Department  of  Military  Affairs  and 
the  Division  of  Forestry.  The  legislative  branch  also  participated. 
The  new  combined  program  was  not  financially  successful  and  was  beset 
by  severe  rate  increases  at  the  end  of  each  of  the  first  two  years  the 
plan  was  in  force.  After  the  third  year.  Blue  Shield  was  replaced  as 
carrier. 

The  loss  ratio  (claims  divided  by  premium  payments)  together  with  the 
premium  rate  increase  required  by  Blue  Shield  to  renew  the  plan  are 
shown  as  follows: 


Contract 

Year 

Ending 

6/30/75 
6/30/76 
6/30/77 


Loss 
Ratio 

114.7% 
115.8% 
100.2% 


Blue  Shield 

Gain  (Loss) 

From  Operations 

($390,697) 
($567,094) 
($  10,220) 


%  Increase 

In  Renewal 

Premium  Rates 

15.0% 
31.8% 
Bid 


Following  the  1976-77  Plan  year,  competitive  bids  were  called  for  and 
a  new  underwriter  was  awarded  a  contract  to  provide  a  Life  Insurance 
benefit  and  Health  Plan  for  State  employees.  This  was  the  Equitable 
Life  Insurance  Society  of  the  United  States. 

Equitable's  tenure  as  underwriter  of  the  State's  benefit  olan  was 
short-lived.  Before  the  7/1/77  effective  date  of  the  new  °lan,  a 
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number  of  component  agencies  found  that  there  was  not  a  two-thirds 

vote  supporting  the  arrangement.  Subsequently,  several  State  agencies 

began  to  negotiate  separately  for  group  insurance  plans  and  the  Equit- 
able withdrew  its  offer. 

The  effect  of  this  maneuvering  was  to  leave  the  Department  of  Admini- 
stration with  responsibility  for  providing  a  group  insurance  plan  for 
employees  of  those  agencies  which  had  not  negotiated  their  own  arrange- 
ments with  insurers.  Logically  enough,  these  were  the  agencies  with 
histories  of  poor  claims  experience  or  agencies  that  were  too  small 
to  effectively  negotiate  favorable  contracts  of  group  insurance.  A 
formidable  dilemma  confronted  the  Department  of  Administration,  but 
relief  was  achieved  through  an  offer  from  Blue  Cross  of  Montana. 
Blue  Cross  agreed  to  underwrite  a  common  benefit  program  for  each 
of  the  participating  agencies.  There  would  be  a  common  olan  design 
and  rate  structure  for  each  agency,  but  technically,  each  participating 
agency  became  a  separate  signatory  to  the  group  Master  Contract.  The 
initial  contract  required  240  signatures.  With  the  conclusion  o^^ 
the  Blue  Cross  negotiations,  all  State  employees  had  coverage  available 
under  at  least  one  State  sponsored  group  insurance  plan. 

One  employee  group  which  has  not  been  discussed  is  the  University 
System.  This  agency  has  never  oarticipated  in  a  benefit  olan  arranged 
by  the  Department  of  Administration,  but  has  covered  its  employees  under 
a  group  insurance  program  underwritten  by  the  United  of  Omaha  Insurance 
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Company.  This  program  has  worked  successfully  and  the  University 

System  has  little  desire  to  drop  its  present  arrangements  and  participate 

in  a  state-wide  system. 

All  of  the  group  insurance  plans  covering  State  employees  were  renewed 
by  the  providers  for  one  year  commencing  July  1,  1978.  The  Blue  Cross 
plan  covering  16  agencies,  renewed  without  a  rate  increase.  However, 
severe  losses  under  the  high  option  Plan  I  were  covered  by  surpluses 
created  by  Plans  II  &  III.  The  premium  for  Plans  11  and  III  then  in- 
creased from  $20  to  $30  reflecting  the  addition  of  modest  benefit 
improvements  and  serving  to  increase  the  "subsidy"  of  Plan  I.  This 
is  a  common  but  undesirable  way  of  funding  the  overused  high  option 
plan  (see  accounting  results,  page  9). 

Montana  Physicians  Service,  which  provides  benefits  for  those  agencies 
which  broke  away  from  the  "official"  State  plan  in  1977  applied  the 
following  overall  rate  increases  effective  July  1,  1978: 


Agency 

1 .  State  Auditor 

2.  Fish  &  Game 

3.  Natural  Resources 

4.  Labor  &  Industry 

5.  Business  Regulation 

6.  Justice 

7.  Highways 


%   Increase  Over  Rates 
In  Effect  Before  7/1/78 


Plan  A 

Plan  B 

44.5% 

No  Plan 

16.9% 

37 . 0% 

None 

None 

21 . 0% 

15.0% 

39.0% 

No  Plan 

13.8% 

13.8% 

35.0% 

35.0% 

The  University  System  Medical  plan  accepted  a  5%  premium  rate  increase 
for  the  1978-79  contract  year. 
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This  brings  us  to  the  present.  There  are  three  principal  underwriters 
of  health  benefits  for  Montana  State  employees. 

Blue  Cross  of  Montana 

Montana  Physicians  Service 

United  of  Omaha 

Most  participants  are  able  to  choose  between  two  benefit  options  (high 
and  low)  with  Blue  Cross  eligibles  also  able  to  select  Dental  benefits. 
The  only  constant  among  the  plans  is  the  amount  of  State  contribution 
which  became  $30  on  July  1,  1978.  Because  the  plans  are  divided  into 
relatively  small  units,  expenses  charged  by  the  carriers  as  a  percent 
of  premium  is  high.  Premium  costs  may  be  expected  to  rise  higher  still 
as  employees  select  among  the  available  plans  for  the  one  that  best 
fits  their  particular  needs.  A  consolidation  into  a  common  benefit 
program  is  needed. 

III.  THE  CURRENT  BENEFIT  PLAN 

As  mentioned  earlier,  there  are  a  number  of  benefit  programs  covering 
State  of  Montana  Employees.  These  programs  include  Medical  and  Dental 
benefits.  Life  insurance  and,  in  the  case  of  the  University  System, 
Long  Term  Disability  benefits  (income  protection).  The  following  is  a 
listing  of  the  plans  currently  administered  by  the  Department  of  Admini' 
stration  for  employees  of  the  16  participating  agencies: 
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Name  Of  Plan  Underwriter 

A.   Plan  I-High  Option  Medical  Benefits    Blue  Cross  & 

and  $5,000  Life  Insurance  American  Bankers 


Life  Insurance 


B.  °lan  1 1 -Medical  benefits  for  em- 
ployees only  -  includes  $5,000  Life 
insurance. 

C.  Plan  Ill-Dental  benefits  for  em- 
ployees and  dependents  -  includes 
$5,000  Life  insurance. 

D.  Plan  IV-Low  Option  Medical  Plan 
for  employees  and  dependents 

-  includes  $5,000  Life  insurance. 


Other  than  the  University  System,  all  agencies  (7)  that  elected  not 
to  participate  in  the  State  plan,  negotiated  contracts  with  Montana 
Physicians  Service.  These  plans  do  not  have  identical  benefit  levels 
and  do  not  offer  Dental  benefits.  Some  offer  high  and  low  benefit 
options;  all  provide  a  $10,000  Life  insurance  benefit. 

The  University  System  offers  high  and  low  Medical-Dental  benefit 
options  together  with  Life  insurance  and  Long  Term  Disability  benefits. 
Retirees  also  may  elect  to  participate  in  high  or  low  option  plans. 

The  cost  of  these  benefit  plans  vary  widely,  but  all  are  offset  by  the 
State's  contribution  of  $30  monthly.  Some  of  the  plans  are  designed  to 
cover  employee  only  at  a  cost  of  exactly  $30.  Blue  Cross  Plan  IV  offers 
low  option  medical  benefits  for  the  employee  and  all  eligible  family 
members  plus  $5,000  Life  insurance  for  the  employee  for  exactly  $30 
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monthly.  When  the  monthly  cost  exceeds  $30,  the  participating  employee 
pays  the  difference  through  payroll  deduction.  Blue  Cross  Plan  I,  for 
instance,  requires  the  following  payroll  deduction: 


Employee  Only  $12.62 

Employee  +  Spouse  $45.44 

Employee  +  Children  $24.70 

Employee,  Spouse  +  Children  $57.52 


All  of  the  health  benefit  programs  underwritten  for  State  of  Montana 
employees  utilize  accounting  systems  whereby  the  carriers  are  fully 
accountable  for  the  premiums  they  administer.  Annual  plan  cost  is 
the  sum  of  claims  incurred  by  plan  members  plus  the  carrier's  cost  to 
administer  the  plan.  This  administrative  cost  is  sometimes  referred 
to  as  the  carrier's  "retention".  Any  money  over  and  above  the  amount 
needed  to  cover  incurred  claims  and  expenses  should  be  designated  sur- 
plus and  returned  to  the  contract  holder.  If  the  sum  of  incurred 
claims  and  expenses  exceed  premiums  paid  in,  a  deficit  is  incurred 
by  the  carrier  and  is  carried  forward  to  be  aoplied  against  future 
surpluses.  The  carrier  should  also  be  accountable  for  any  reserves 
held  to  fund  future  claims  and  the  size  of  such  reserves  should  be 
justified  by  utilization  statistics. 

The  following  is  the  full  accounting  statement  prepared  by  Blue  Cross 
of  Montana  for  the  Department  of  Administration  covering  the  per- 
formance of  the  Medical-Dental  plans  for  the  period  7/1/77  to  7/1/78: 
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Plan  I       Plan  II       Plan  III      Total 


Income  $2,248,193  $412,474  $251,983  $2,912,650 

Paid  Claims  $1,686,781  $160,503  $91,059  $1,938,343 

Incurred  Claims  $2,189,401  $210,656  $129,293  $2,529,350 

Administration 

(11%)  $  247,301  $  45,372  $  27,718  $  320,391 

Gain  (Loss)  $  (188,509)  $156,446  $  94,971  $   62,908 


The  difference  ($591,007)  in  the  above  statement  between  total  paid 
claims  and  total  incurred  claims  represent  reserves  for  unrevealed 
claims  that  are  held  by  Blue  Cross  for  future  payments.  Blue  Cross 
should  be  fully  accountable  to  the  State  of  Montana  for  these  reserves 
in  the  event  of  cancellation  of  their  contract. 

The  Blue  Cross  administrative  charge  of  $320,392  is  11%  of  total 
plan  income.  This  is  a  somewhat  higher  charge  than  would  be  expected 
for  a  single  group  insurance  plan  of  this  size,  but  additional  expenses 
are  incurred  in  the  operation  of  multiple  choice  plans.  The  expense 
charge  was  reduced  from  11%  to  10%  for  1978-79  contract  year.  If  all 
eligible  employees  of  the  State  of  Montana  were  covered  by  a  single 
Medical-Dental  plan  offered  by  a  single  underwriter,  we  would  forecast 
an  administrative  expense  ranging  from  6%  to  7  1/4%  of  plan  income. 
Such  an  administrative  expense  reduction  would  entail  a  minimum  annual 
savings  of  $150,000. 

IV.   PROBLEM  AREAS 

In  this  section  we  will  attempt  to  identify  those  areas  that  have 
the  potential  to  hinder  or  prevent  the  development  of  a  viable 
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State  of  Montana  Employee  Benefit  program.  In  a  succeeding  section 
we  will  deal  with  alternative  solutions  and  specific  recommendations 
for  overcoming  the  difficulties  outlined  below: 

A.   "Splintering"  -  This  is  a  term  we  use  to  describe  the  in- 
evitable result  of  enabling  legislation  that  fails  to  require 
all  agencies  and  branches  of  government  to  participate  in  a 
common  benefit  program.  Because  of  the  many  types  of  State 
employment,  it  may  be  expected  that  certain  agencies  will 
employ  individuals  with  better  actuarial  characteristics  for 
health  insurance  purposes  than  other  agencies.  Those  agencies 
where  employment  is  younger,  male  dominated,  and  active,  will 
quickly  determine  that  it  is  possible  to  obtain  health  and 
life  insurance  protection  at  lower  cost  than  agencies  where 
employment  is  older,  female  dominant,  or  where  work  is  seden- 
tary. Law  inforcement,  fire  protection,  natural  resources 
and  military  agencies  are  examples  of  such  "low  cost"  agencies. 
Given  the  opportunity  they  will  inevitably  demand  the  right 
to  negotiate  separately  for  insurance  benefits  for  their 
employees.  The  effect  of  this  "splintering"  is  to  (1)  deprive 
the  State  of  the  ability  to  extend  equal  benefits  to  all  em- 
ployees; and  (2)  increase  the  cost  of  the  "official"  State 
benefit  program  which  will  cover  only  the  higher  risk  employees, 

Other  agencies,  notably  the  educational  system,  will  argue 
that  the  nature  of  their  employment  requires  different  benefit 
approaches.  There  is  merit  in  their  argument  that  academic 
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employment  and  academic  administration  are  separate  and  dis- 
tinct from  other  State  employment  classifications,  but,  in  the 
end  analysis,  they  are  employees  of  the  State  and  should  expect 
equal  treatment  with  other  State  employees. 

It  is  impossible  to  forecast  a  successful  benefit  program  for 
State  of  Montana  employees  if  splintering  is  allowed  to  con- 
tinue. 

B.   Collective  Bargaining  -  Section  59-1603  R.C.M.  relating  to 
collective  bargaining  states  that  "Public  emoloyees  shall 
have  and  shall  be  protected  in  the  exercise  of,  the  right 
of  self-organization  to  form,  join  or  assist  any  labor  organ- 
ization, to  bargain  collectively  through  representatives  of 
their  own  choosing  on  questions  of  wages,  hours,  fringe 
benefits, . . ." .  At  present  there  are  in  existence  57  bargaining 
agreements  between  the  State  and  certified  bargaining  groups. 
Extensive  confusion  would  result  if  each  labor  contract  negot- 
iated by  the  State  provided  for  specified  improvements  in  the 
State's  benefit  plan  or  for  a  higher  State  contribution  than 
provided  by  the  most  recent  legislature.  Fortunately,  the 
State's  current  labor  leadership  recognizes  the  problem  that 
could  be  created  by  indiscriminate  demands  for  benefit  plan 
improvements  and  strongly  desires  an  effective  state-wide 
program.  In  the  short  run  therefore,  voluntary  restraint  at 
the  bargaining  table  might  suffice  to  preserve  equal  treatment 
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of  all  employees.  In  the  longer  run  however,  we  feel  that 
a  uniform  benefit  plan  would  not  survive  the  pressures  of 
collective  bargaining  unless  the  problem  is  recognized  at 
the  beginning  and  corrective  action  is  made  a  part  of  the 
enabling  legislation. 

Plan  Management  &  Administration  -  Under  59-1501  R.C.M.,  the 
Director  of  the  Department  of  Administration  is  given  the 
responsibility  for  development  and  administration  of  the  State's 
employee  benefit  plan.  The  enabling  legislation  further  pro- 
vides for  the  creation  of  an  "Advisory  Council"  which  is 
currently  made  up  of  23  representatives  of  State  agencies. 
This  council  was  given  no  authority  and  could  only  "advise"  the 
Department  of  Administration  on  matters  pertaining  to  the 
benefit  plan.  As  currently  constituted,  v/e  believe  this  grouo 
is  too  large  to  effectively  present  a  coherent  policy  regarding 
the  structure  and  management  of  the  Employee  Benefit  program. 
It  also  lacks  authority  to  effect  changes  in  plan  management 
or  direction.  A  group  of  such  size  and  persuasion  could  only 
be  expected  to  hinder  the  effective  administration  of  the  plan 
and  dilute  clear  calls  for  improvement  in  plan  construction. 
At  present,  a  number  of  members  of  the  Advisory  Council  rep- 
resent agencies  that  do  not  participate  in  the  plan  administered 
by  the  Department  of  Administration.  It  is  doubtful  that 
these  representatives  could  be  a  constructive  force  in 
management  of  the  State's  benefit  olan. 
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Administration  of  employee  benefit  plans  for  State  governments 
is  always  difficult.  There  are  invariably  a  large  number  of 
agencies,  each  claiming  certain  degrees  of  autonomy  and  lacking 
clear  lines  of  report  responsibility.  In  many  cases,  separate 
payrolls  and  separate  employee  records  are  maintained.  The 
successful  administration  of  a  state-wide  benefit  plan  requires 
timely  reporting  of  employee  eligibility  to  the  plan  admini- 
stration and  timely  handling  of  payroll  deductions  and  oremium 
payments.  To  accomplish  this  requires  an  executive  admini- 
strator with  authority  to  require  administrative  compliance 
and  to  manage  the  funds  that  flow  from  employee  and  employer 
payments  to  the  providers  of  benefits.  This  function  is  pre- 
sently being  performed  by  the  Department  of  Administration 
and  by  each  of  the  separate  agencies  that  maintain  their  own 
benefit  plans.  The  responsibility  for  authoritative  manage- 
ment of  the  benefit  plan  must  be  addressed  in  the  enabling 
legislation. 

D.   Requirement  For  Purchase  Of  Insurance  -  59-1501  R.C.M.  qives 
the  Department  of  Administration  authority  to  "negotiate  and 
contract  for  all  contracts  of  Group  Insurance  and  Health 
Service  Corporation  Plans".  This  wording  ignores  the  fact 
that  it  is  possible  and,  at  some  point  in  time  desirable,  to 
provide  benefits  to  State  employees  without  the  participation 
of  a  third  party  payor.  Section  V  of  this  study  will  cover 
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the  various  available  alternatives  to  conventional  insurance 
funding  of  benefit  plans  and  we  will  comment  further  on  the 
desirability  of  self-insuring,  but  it  should  be  recognized 
here  that  a  future  problem  will  exist  if  the  enabling  legis- 
lation does  not  allow  for  the  possibility  of  self-insuring 
and  maintaining  reserve  funds  for  the  purpose  of  paying 
future  liabilities  under  self-insured  arrangements. 

Provider  Accountability  -  Recognizing  that  there  has  been 
considerable  confusion  in  the  development  of  the  current 
"official"  State  grouo  insurance  plan  and  that  the  existing 
plan  has  only  been  operative  since  July  1,  1977,  we  never- 
theless feel  that  there  is  inadequate  information  being 
provided  regarding  plan  performance  and  the  disposition 
of  premium  dollars  paid  in.  For  a  benefit  plan  the  size 
of  the  one  currently  being  administered  by  the  Department 
of  Administration  (aoprox.  $3,000,000  annually)  and  par- 
ticularly for  a  proposed  state-wide  plan  ($7,000,000  annually), 
a  more  careful  supervision  of  plan  financial  performance  must  be 
maintained  by  the  Plan  Administrator.  This  will  require  greater 
reporting  responsibility  on  the  part  of  the  provider  than  is 
currently  being  assumed  by  any  of  the  providers  involved  in 
present  benefit  programs  for  State  employees.  As  a  minimum 
standard  of  performance,  providers  should  report  monthly  on 
premium  income  received,  total  dollars  paid  out  to  claimants 
and  the  total  number  of  claims  paid.  Periodic  lists  of  claimants 
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should  be  provided  for  audit  purposes.  At  least  annually,  pro- 
viders should  prepare  an  analysis  of  plan  utilization  indicating 
the  patterns  of  usage  by  employees  and  dependents,  i.e.  total 
hospital  utilization,  average  duration  of  hospital  confinement, 
use  of  physician  facilities,  prescription  drug  expenditures, 
etc.  Life  insurance  reports  should  include  death  benefit  paid, 
disability  waivers  approved,  accident  benefits  paid  and  conver- 
sion charges  levied  against  the  plan. 

When  a  carrier  is  increasing  premium  rates,  complete  disclosure 
should  be  made  of  expected  future  claim  levels,  inflation  and 
utilization  increase  factors,  projected  expense  charges  and 
additional  charges  for  risk,  claim  fluctuation  and  deficit  re- 
covery that  are  used  in  developing  new  rate  levels.  A  final 
annual  accounting  should  disclose  all  charges  made  against  the 
plan  during  the  contract  year,  all  interest  earnings  credited  on 
monies  held  by  the  provider,  all  reserves  retained  by  the  pro- 
vider and  the  nature  of  expenses  that  make  up  the  carrier's 
administrative  charge. 

To  date  we  have  seen  only  partial  compliance  with  these  minimum 
reporting  standards  by  the  current  benefit  providers.  The  State 
deserves,  and  should  demand  a  more  professional  level  of  account- 
ability from  its  contractors. 

F.   Employer  Contribution  Too  Low  -  The  current  State  contribution, 
effective  July  1,  1978  is  $30  monthly  per  eligible  employee. 
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This  amount  is  too  low  to  provide  adequate  benefit  orotection 
to  the  "average  employee".  Here  we  confront  one  of  the  major 
problems  common  to  all  governmental  benefit  plans,  i.e.  provid- 
ing a  fixed  fiscal  solution  to  variable  employee  needs. 

Traditionally,  it  has  been  the  practice  of  State  legislatures 
to  appropriate  a  fixed  sum  of  money  per  employee  to  apply  to 
the  costs  of  group  insurance  benefits.  Beginning  with  token 
contributions,  the  amounts  contributed  by  the  State  gradually 
increase  until  they  approximate  the  cost  of  an  adequate  benefit 
plan  for  the  employee  alone.  The  fact  that  a  high  percentage 
of  State  employees  have  families  and  that  the  cost  of  a  medical 
benefit  plan  for  a  spouse  and  dependent  children  will  be  approx- 
imately 2  1/2  times  the  cost  of  coverage  for  the  employee 
only,  has  been  generally  ignored  by  legislatures.  The  re- 
sult is  that  State  employees  desiring  health  insurance  coverage 
for  their  families  are  often  required  to  contribute  $50  or 
more  monthly.  This  is  more  than  should  reasonably  be 
required  by  employer  sponsored  benefit  plans. 

Not  all  State  employees  have  the  same  need  for  employee  benefit 
protection.  Young  single  employees  need  very  little  Life  insur- 
ance and  perceive  a  need  for  only  minimal  protection  against 
sickness,  but  would  like  maximum  protection  against  accidental 
injury.  Retired  military  personnel,  of  whom  there  are  usually 
many  in  State  emoloyment,  have  little  or  no  need  for  medical 
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insurance,  but  are  interested  in  Life  insurance.  Young 
married  employees  are  interested  in  maternity  benefits, 
older  employees  with  families  are  interested  in  extensive 
benefits  for  minor  children  -  and  so  on.  The  advantages 
of  group  insurance,  and  there  are  many,  do  not  include  the 
flexibility  in  plan  design  to  accommodate  the  perceived 
needs  of  all  employees.  Therefore,  good  benefit  plan  design 
will  accommodate  the  "typical "  state  employee.  This  person 
happens  to  be  around  40  years  of  age,  married  with  dependent 
children.  The  cost  of  the  present  benefit  plan  for  this  in- 
dividual is  $87.52.  After  deducting  the  $30  State  contribution, 
the  employee  will  have  a  monthly  oayroll  deduction  of  $57.52  - 
higher  than  is  normally  considered  a  "reasonable"  deduction  for 
employer  sponsored  benefits. 

Then  there  are  other  variables.  The"tyDical"  employee's 
spouse  is  working  and  possibly  obtaining  insurance  benefits 
through  the  other  job.  In  many  cases,  the  spouse  may  work  for 
the  State  and  the  family  would  be  eligible  for  $60  of  State 
contribution  paid  toward  the  cost  of  their  family  benefit  plan. 
These  factors  may  help  a  substantial  number  of  State  employees, 
but  the  fact  remains  that,  where  the  need  is  greatest,  the 
cost  is  highest. 

The  appropriate  response  to  this  problem  is  for  the  legisla- 
ture to  appropriate  a  higher  benefit  contribution  for  emoloyees 
desiring  to  enroll  for  family  coverage  than  for  those  desiring 
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employee  only  coverage.  This  alternative  invites  criticism 
from  single  employees  on  the  grounds  that  the  State  is  subsi- 
dizing employees  with  families.  There  is  some  justification  in 
this  that  can  be  alleviated  by  providing  additional  optional 
benefits  for  single  employees,  but  on  balance  a  two  tiered  State 
contribution  is  probably  the  best  answer  for  meeting  the  needs 
of  a  majority  of  State  employees. 

The  State's  $30  contribution  is  low  by  almost  any  standard  of 
measurement.  We  will  discuss  criteria  for  measuring  adequacy 
of  employer  contribution  in  the  next  section  of  this  report. 

V.  ALTERNATIVES  &  RECOMMENDATIONS 

Having  identified  the  principal  problems  connected  with  the  oresent 
benefit  plan  structure,  we  will  now  review  alternative  remedies  and 
recommend  what  we  would  consider  to  be  the  best  of  the  alternatives.  We 
recognize  that  in  some  instances  the  best  "text  book"  correction  to  a 
problem  may  not  be  compatible  with  economic  or  political  realities 
associated  with  public  employee  benefit  plans.  In  such  instances  we 
will  cover  both  the  text  book  answer  and  the  best  practical  approach. 

A.   Create  A  Common  Benefit  Plan  For  All  State  Employees  -  To 
avoid  the  tendency  of  agencies  with  younger,  healthier 
employees  to  negotiate  their  own,  lower  cost  benefit  programs, 
the  enabling  act  must: 
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1.  Clearly  indicate  that  the  Plan  Administrator  is  authorized 
to  apply  State  funds  only  to  a  designated  plan  or  plans 
or, 

2.  Withhold  State  funds  from  any  but  the  "official"  State 
benefit  plan  or, 

3.  Spell  out  the  plan  that  all  eligible  State  employees  will 
be  covered  under. 

We  favor  the  flexibility  of  the  first  approach.  While 
we  strongly  favor  a  firm  committment  to  a  uniform  benefit 
program  for  all  eligible  employees,  it  may  not  be  practical 
to  accomplish  this  objective  immediately.  In  particular, 
there  may  be  advantages  to  allowing  the  University  System 
to  remain  independent  of  a  centralized  program  in  the  short 
run.  Because  of  existing  contract  relationships,  agencies 
purchasing  their  own  benefit  plans  may  have  to  be  phased 
in  as  contracts  expire. 

The  Plan  Administrator  should  be  responsible  for  the  "official" 
plan  or  plans.  Hopefully  it  will  be  possible  to  have  a  single 
"uniform"  benefit  plan  providing  a  flat  amount  of  Life  insur- 
ance plus  a  Medical/Dental  benefit  plan  for  the  employee  and 
dependents  available  at  a  cost  level  within  the  reach  of  all 
employees.  This  is  dependent  upon  the  level  of  the  State's 


20 


William  M.  Mercer,  Incorporated 


contribution.  In  addition,  supplementary  Life  insurance  and 
Accident  insurance  benefits  could  be  made  available  to  employees 
in  amounts  approximating  multiples  of  annual  income.  If  re- 
tired employees  are  to  be  allowed  to  participate,  a  Medicare 
Supplement  plan  should  be  designed.  High  Option  -  Low  Option 
medical  benefit  choices  should  be  avoided  if  at  all  possible. 
Such  choices  are  only  justified  by  a  less  than  adequate  employer 
contribution.  Selective  choices  of  Dental  plans.  Vision  care 
plans,  etc.  should  not  be  allowed. 

Additionally,  we  do  not  think  that  a  sound  benefit  program 
can  ever  be  constructed  if  it  is  subject  to  ratification 
by  the  participants.  The  present  requirement  that  plans  be 
ratified  by  two-thirds  of  the  eligible  employees  makes  it 
next  to  impossible  to  design  a  cost-effective  program.  We 
strongly  reconmend  that  this  requirement  be  eliminated. 

Provide  For  A  Strong  Plan  Administration  -  Properly  structur- 
ing plan  administration  could  possibly  be  the  most  difficult 
part  of  creating  a  uniform  benefit  plan.  It  must  be  recog- 
nized that  the  benefit  plan  impacts  upon  all  State  employees 
and  evokes  an  emotional  response.  Attitudes  vary,  needs 
vary,  and  economic  circumstances  vary  so  that  no  one  benefit 
plan  will  satisfy  all  participants.  In  addition,  the  economic 
imperative  -  what  can  people  afford  -  must  be  weighed  against 
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the  available  dollars.  All  these  factors  argue  in  favor  of 
placing  the  responsibility  for  plan  design  and  administration 
on  a  strong  executive  foundation.  The  alternatives  vie   see 
are: 

1.  Executive  administration  by  the  Department  of  Administration 
supported  by  an  Advisory  Committee  (the  present  method). 

2.  Executive  administration  by  the  Department  of  Administration 
without  an  Advisory  Coimittee. 

3.  Executive  Administration  through  the  Public  Employee  Re- 
tirement System. 

4.  Administration  by  an  appointed  Board  representing  all 
facets  of  State  government. 

In  evaluating  the  relative  advantages  and  disadvantages  of 
the  above  alternatives,  we  tend  to  minimize  the  value  of  the 
"Advisory  Committee".  Such  a  non-voting  body  can  only  re- 
flect the  varying  concerns  of  each  representative's  constitu- 
ency to  the  responsible  executive  and  communicate  executive 
decisions  back  to  their  departments.  There  would  be  a  tendency 
to  discourage  decisive  action  by  the  executive  but  no  authority 
to  participate  actively  in  the  decision  making  process  or  to 
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implement  decisions  once  they  are  made.  In  addition,  the 
Advisory  Council,  as  presently  constituted  in  the  State  of 
Montana  is  made  unwieldy  by  its  size. 

Each  of  the  remaining  three  alternatives  are  currently  operat- 
ing successfully  in  a  western  state.  Alternative  2  is  employed 
in  the  State  of  Alaska  where  a  successful  state-wide  program 
has  been  in  operation  since  1971.  The  Plan  Administrator  is 
receptive  to  input  from  employee  organizations,  legislators 
and  department  executives,  but  is  solely  responsible  for  ooer- 
ation  of  the  plan.  The  advantage  of  this  system  is  efficient 
management  and  decisive  handling  of  problems.  A  disadvantage 
has  appeared  with  the  advent  of  collective  bargaining.  Labor 
representatives  have  no  voice  in  plan  design  or  administration 
and  tend  to  express  their  frustrations  at  the  bargaining  table. 
Great  pressures  are  being  brought  to  bear  to  create  a  different 
plan  for  each  bargaining  group. 

Alternative  3  is  being  employed  by  the  State  of  California. 
The  Public  Employees  Retirement  System  has  responsibility  for 
the  State's  benefit  plans  and  administration  is  handled  by 
PERS  personnel.  The  advantage  of  this  system  is  primarily  ad- 
ministrative. The  Retirement  System  maintains  records  on  all 
State  personnel  and  can  administer  state-wide  programs  without 
the  active  involvement  of  individual  agencies.  PERS  also  has 
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available  a  certain  amount  of  expertise  which  can  be  applied  to 
benefit  plan  administration.  The  disadvantage  here  is  that  the 
executive  management  of  the  plan  is  even  more  insulated  from 
input  of  rank  and  file  employees  and  collective  bargaining 
representatives  than  exists  in  alternative  2. 

Alternative  4,  administration  by  a  specially  constituted  Board, 
is  currently  found  in  the  States  of  Washington,  Oregon  and  Nevada. 
The  advantage  of  a  Board  is  that  it  allows  concerned  constituencies 
to  have  a  voice  in  plan  management.   Its  inherent  disadvantage  is 
a  lower  level  of  efficiency  in  the  decision  making  process.   If 
a  Board  is  to  be  successful,  three  characteristics  should  be 
present: 

1.  It  should  be  small  enough  to  meet  regularly  and  act  de- 
cisively. 

2.  It  should  be  staffed  with  members  capable  of  leadership. 

3.  It  should  be  representative  of  all  elements  of  State  em- 
ployment, i.e.  executive  branch,  legislators  and  organized 
employees. 

4.  It  should  be  adequately  financed  in  order  to  acquire  the 
necessary  staff  to  administer  the  plan. 
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We  recommend  that  firm  control  of  plan  design,  rule-making  and 
funding  policy  be  vested  in  a  strong  executive.  This  executive 
could  either  be  a  Department  head  in  the  executive  branch, 
i.e.  the  director  of  the  Department  of  Administration,  or  a 
statutory  board.  The  advantages  and  disadvantages  of  these 
two  alternatives  are  spelled  out  above  and  the  decision  of 
which  alternative  to  utilize  is  essentially  a  political  one. 
The  designated  executive  should,  however,  assume  the  respon- 
sibility of  developing  administrative  rules,  designing  the 
benefit  plan,  selecting  providers  and  monitoring  performance. 
If  one  or  more  benefit  plans  are  to  be  self-insured,  the 
executive  should  be  responsible  for  maintenance  of  reserves 
and  development  of  adequate  funding  levels.  We  see  little 
merit  in  an  ex-officio  advisory  committee. 

The  past  history  of  the  state-wide  benefit  plan  (since  1973) 
indicates  that  there  has  never  been  a  clear  delegation  of 
administrative  responsibility  within  the  Department  of  Admini- 
stration. Administering  the  employee  benefit  plan  is  a  size- 
able task.  Plans  must  be  communicated  to  participants,  con- 
tributions collected  and  remitted  to  providers,  disputes  be- 
tween participants  and  providers  must  be  adjudicated  and  de- 
tailed accounting  and  reporting  practices  managed  by  an  ex- 
perienced and  responsible  staff.  We  would  recommend  that 
an  Employee  Benefit  Supervisor  be  designated  within  the  De- 
partment of  Administration  with  appropriate  authority,  and 
funding,  to  develop  staff  and  properly  administer  the  plans. 
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C.   Avoid  Splintering  Through  The  Collective  Bargaining  Process  - 
This  problem  has  just  been  discussed  above.  Under  the  State's 
collective  bargaining  law,  certified  representatives  of  organ- 
ized State  employees  are   entitled  to  bargain  for  improvements 
in  benefits  and/or  in  the  State's  contribution.  There  are 
currently  57  separate  bargaining  agreements  in  force  between 
the  State  of  Montana  and  represented  employees.  It  is  ludi- 
crous to  imagine  a  state-wide  benefit  plan  with  varying  benefits 
and  employer  contribution  for  each  bargaining  group.  The  possi- 
bility for  this  exists  however,  and  should  not  be  ignored. 
The  alternatives  for  eliminating  or  reducing  the  impact  of  bar- 
gaining on  state-wide  benefit  plans  are: 

1.  Remove  fringe  benefits  from  the  bargaining  act.  This 
would  leave  the  executive  branch  free  to  implement  and 
administer  a  plan  of  its  own  design.  It  would  also 
assure  a  uniform  State  contribution  for  all  employees. 
On  the  other  hand,  it  would  be  politically  unpopular 
to  infringe  on  the  rights  of  employee  representatives 
at  the  bargaining  table. 

2.  Arrange  for  "coalition"  bargaining  for  benefits  by  all 
organizations  certified  to  bargain  for  State  employees. 
A  simplification  of  these  bargaining  problems  could  be 
achieved  if  benefits  were  bargained  annually  or  bienially 
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between  the  State  and  a  coalition  of  all  the  labor  organi- 
zations. Presumably,  any  agreement  would  provide  uniform 
treatment  for  all  State  employees.  It  is  unlikely  however 
that  labor  would  agree  to  this  arrangement  in  that  it  re- 
quires a  mutual  cooperation  among  unions  that  often  compete 
with  each  other  for  recognition  by  State  employees. 

3.   Allow  labor  to  participate  in  plan  development  and  manage- 
ment. This  alternative,  involves  labor  representation 
on  a  managing  Board  or  council  as  discussed  in  V  B  on 
Page  21.   It  is  assumed  that  labor,  given  a  responsibility 
for  plan  management,  could  express  their  desires  through 
executive  channels  and  be  less  likely  to  make  demands  at 
the  bargaining  table  that  would  damage  or  destroy  the 
state-wide  plan  concept.  There  is  no  guarantee  that  this 
would  be  successful,  but  it  is  the  premise  of  this  alter- 
native that  Labor  recognizes  the  advantage  of  a  state-wide 
benefit  plan  and  would  support  such  a  program  as  long  as 
their  self-interest  is  not  adversely  affected. 

We  recoimiend  that  attention  be  given  to  methods  by  which 
collective  bargaining  for  varying  levels  of  employee  benefits 
or  contributions  can  be  avoided. 

D.   Develop  An  Adequate  Employer  Contribution  -  At  this  time, 

it  can  generally  be  assumed  that  the  cost  of  "representative" 
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plan  of  group  Life  and  Medical  insurance  for  an  employee 
and  two  or  more  dependents  will  exceed  $80  monthly.  We 
believe  that  there  will  be  adverse  selection  against  any 
plan  that  requires  a  monthly  payroll  deduction  in  excess 
of  $35.  By  adverse  selection  we  mean  that  the  plan  enroll- 
ment will  be  disproportionately  made  up  of  individuals  who 
are  heavy  users  of  health  services.  A  viable  benefit  plan 
should  be  one  that  is  financially  attractive  to  all  emoloyees, 
not  just  those  that  anticipate  medical  expenses.  Until  recent 
years,  employer  contributions  for  State  employee  benefit  olans 
has  been  far  lower  than  comparable  large  employer  participation 
in  benefit  plans  in  the  private  sector.  We  do  not,  however, 
consider  this  to  be  evidence  of  stinginess  on  the  part  of 
State  legislatures.  Rather,  the  fault  lies  with  personnel 
planners  or  representatives  of  employee  organizations  who 
submit  requests  for  higher  benefit  contributions  separately 
from  requests  for  general  wage  increases.  It  is  important 
to  recognize  that  benefit  contributions  are  to  be  considered 
as  part  of  an  overall  "wage  package"  and  not  as  an  "add-on". 
With  this  recognition.  State  participation  in  the  cost  of 
benefit  plans  has  soared.  As  of  January  1,  1978,  western 
States  participated  in  the  cost  of  Life  and  Health  benefit 
plans  in  the  following  manner: 
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State 

Alaska 

Arizona 


Idaho 


Nevada 


Employer 

Monthly 

Contribution 

$117.77 

All  Group  Life  and  Long 
Term  Disability  costs 
plus  $32  for  Employee 
and  $60  for  Family  Medical, 

$46.01  (Employee  only 
Medical  Cost  plus  1.65%  of 
pay  for  Life  Accident  and 
Disability  benefits. 

$42.82  for  Employee 
coverage 


Oregon 

Up  to  $56  for  Employee 
Medical /Dental. 

Washington 

$72.50 

Wyoming 

$30 

Employee 

Monthly 

Contribution 

$  -0- 

$28.69  Family  Medical 


$14.91  one  Dependent. 
$41.40  Family  Coverage, 


$40.88  one  Dependent 
$54.12  Family  coverage 

$  -0-  to  $42  for 
Family  coverage  depend- 
ing on  plan  selected. 

$  -0- 

$42.66  for  Family 
coverage. 


One  method  of  determining  adequacy  of  employer  contribution 
is  to  determine  comparability  with  benefit  costs  assumed  by 
other  large  (over  500  employees)  employers  in  the  State. 
This  method  has  been  employed  by  the  State  of  Washington  which 
is  required  by  its  benefit  plan  enabling  act  to  survey  private 
industry  annually  and  determine  an  "average"  contribution  for 
employee  benefits.  This  has  proved  a  guideline  for  setting 
realistic  contributions  for  the  benefit  plan.  The  Department 
of  Administration  conducts  a  similar  salary  and  fringe  benefit 
contribution  survey  for  the  State  of  Montana.  The  most  recent 
survey  indicates  that  large  Montana  employers  are  contributing 
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approximately  6.26%  of  average  pay  to  fringe  benefit  plans. 
This  compares  to  the  State's  3%  based  upon  the  current  $30 
contribution. 

We  recommend  that  guidelines  for  a  realistic  employer  contri- 
bution be  established  and  presented  to  the  legislature  as 
part  of  an  overall  pay  package. 

Plan  Design  Alternatives  -  We  have  purposely  avoided  dis- 
cussion of  the  design  of  the  benefit  plan  because  we  feel 
that  it  is  an  area  that  should  be  left  to  the  Plan  Admini- 
strator. Plan  design  should  be  determined  after  the  level 
of  employer  contribution  is  known.  The  enabling  legislation 
should  make  possible  the  purchase  of  a  "plan  or  plans"  in 
order  to  provide  for  a  high  option  -  low  option  choice  if 
such  becomes  necessary  due  to  an  inadequate  State  contribution. 
In  addition,  however,  we  recomnend  that  the  Administrator  be 
allowed  to  implement  selected  benefit  plans  that  would  be 
paid  for  in  total  by  the  employees.  Such  plans,  notably 
Supplementary  Life  insurance,  Accident  insurance  benefits. 
Dependents  Life  insurance  and  Long  Term  Disability  will  allow 
State  employees  to  improve  their  family  security  at  favorable 
group  rates  and  under  underwriting  conditions  more  liberal 
than  would  be  available  to  them  as  individuals.  Using  a 
"cafeteria"  approach,  it  would  also  allow  single  employees 
to  utilize  a  portion  of  the  State  contribution  that  would 
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Otherwise  be  applied  to  family  medical  benefits.  It  would 
also  be  desirable  to  provide  for  "dual  choice"  between  a 
conventional  medical  plan  and  a  panel  medical  olan  or  HMO 
if  one  becomes  available.  The  Plan  Administrator  should  be 
charged  with  determining  the  mix  of  benefits  to  include  in 
the  overall  employee  benefit  program. 

Alternatives  To  Conventional  Insurance  Funding  -  For  the  large 
employer,  several  alternatives  to  the  conventional  practice 
of  paying  predetermined  level  monthly  premiums  to  an  insurance 
carrier  or  health  care  service  contractor  are  available.  These 
alternatives  range  from  arrangements  whereby  payment  of  oremiums 
to  an  insurer  is  made  intermittent  in  order  to  more  closely  coin- 
cide with  emerging  claims  through  a  spectrum  of  funding  modi- 
fications to  full  self-insurance  arrangements  involving  one 
or  more  coverages  in  the  benefit  package.  Between  the  extremes 
of  conventional  insurance  funding  and  full  self-insurance  lie 
a  number  of  arrangements  whereby  employers  can  avoid  premium 
taxes,  contain  benefit  costs  and  enhance  their  own  cash  flow. 

The  common  funding  modifications  have  evolved  from  concerns 
regarding: 

1.  The  size  of  margin  in  the  premium. 

2.  The  accuracy  of  claims  projections  assumed  in  the  premium. 
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3.  The  level  of  retention  charges  (in  particular,  the  premium 
tax  and  risk  charge) . 

4.  The  level  of  reserves  and  the  crediting  of  interest. 

This  is  not  an  in-depth  analysis  of  the  funding  methods  de- 
scribed. Rather,  it  is  an  introduction  to  them. 

1.   Retrospective  Rating  -  The  Plan  Administrator's  concern 
about  the  premium  margin  is  typically  expressed  as  "why 
pay  extra  money  during  the  year  only  to  have  it  returned 
at  the  end  of  the  year,  thereby  losing  the  use  of  the 
money."  The  solution  developed  is  called  Retrospective 
Rating  or  "Retro".  This  involves  removal  of  the  margin 
from  the  premium,  with  an  additional  premium  callable 
at  the  end  of  the  year  if  claims  are  greater  than  anti- 
cipated. 

A  Retro  provision,  with  a  maximum  year-end  premium  equal 
to  the  margin,  is  generally  available  with  most  carriers. 
The  value  of  a  Retro  to  the  Plan  Administrator  is  the 
difference  between  the  interest  the  Treasurer's  office 
can  earn  on  the  money  and  the  4%  to  5%  interest  that  would 
typically  be  credited  by  the  carrier. 

2.   Premium  Lag  -  The  grace  period  under  many  policies  has 
been  extended  from  the  traditional  31  days  to  either 


-  32 


William  M.  Mercer,  Incorporated 


60  or  90  days.  A  90  day  grace  period  gives  the  plan 
sponsor  use  of  three  months'  premium  which  is  often 
comparable  to  the  amount  of  the  reserves  held  by  the 
insurer.  The  insurer  charges  interest  in  the  retention 
based  on  the  actual  delay  in  the  oayment  of  premiums 
measured  from  the  31st  day.  In  order  to  realize  a  gain 
from  this  arrangement,  the  Treasurer  would  have  to  earn 
a  greater  rate  of  interest  than  that  charged  by  the  in- 
surer. 

3.  Cost  Plus  -  Under  Cost  ''I us,  the  monthly  premium  is  equal 

to  actual  claims  paid  in  each  month  plus  a  charge  for  expenses, 
A  Stop-Loss  or  cost  limitation  is  sometimes  included.  Cost 
Plus  has  the  advantage  that  no  redundancy  need  be  provided 
in  the  premium,  but  the  cost  within  the  year  becomes  less 
predictable,  varying  from  month  to  month.  The  plan's 
assumption  of  risk  makes  this  similar  to  self-insurance 
except  that  self-insurance  usually  escapes  premium  tax. 
Cost  Plus  arrangements  are  frequently  used  with  Group 
Life  insurance  benefits  where  Federal  Income  Tax  law  re- 
quires that  a  Life  insurance  contract  be  maintained. 
Cost  Plus  arrangements  make  it  possible  to  minimize  pay- 
ments to  an  insurer. 

4.  Minimum  Premium  Plans  -  A  Minimum  Premium  Plan  is  a  partial 
self-insurance  arrangement  combining  Retrospective  Rating, 
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an  excess  risk  factor  and  self-insurance  for  the  purpose 
of  premium  tax  avoidance  on  Health  benefit  plans. 

Under  this  arrangement,  the  employer  would  assume  liability 
for  claims  paid  up  to  a  predetermined  dollar  limit,  usually 
referred  to  as  the  "trigger  point".  The  premium  is  deter- 
mined in  the  same  manner  as  a  fully  insured  plan  with  the 
appropriate  adjustment  for  the  Retrospective  Rating  feature. 
The  insurance  company  assumes  liability  and  provides  ins- 
urance when  benefits  paid  exceed  the  policyholder's  specific 
1 iability. 

Each  month  the  Plan  Administrator  would  deposit  approxi- 
mately 90%  of  the  total  funding  for  the  plan  into  a  special 
bank  account  in  its  own  name  and  empower  the  insurance 
company  to  draw  claim  drafts  against  the  account.  Approx- 
imately 10%  of  the  total  considerations  for  the  olan  are 
then  paid  to  the  carrier  in  the  form  of  premium  to  cover 
retention  charges.  In  practice,  as  long  as  there  are 
sufficient  funds  in  the  bank  account  to  cover  drafts 
submitted,  it  is  not  necessary  to  make  a  full  deposit 
each  month. 

5.   Administrative  Services  Only  (ASO)  -  Administrative 
Services  Only  is  an  arrangement  whereby  a  Plan  Admini- 
strator establishes  an  uninsured  plan  of  Health  benefits 
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and  contracts  with  an  insurance  company  or  service  con- 
tractor for  the  payment  of  claims  and  such  other  admini- 
strative services  as  are  desired.  Benefit  payments  are 
paid  by  the  claims  office  of  the  insurance  carrier  in  the 
form  of  drafts  against  a  special  bank  account  set  up  by 
the  Plan  Administrator  in  the  State's  name  and  into  which 
the  Administrator  deposits  the  funds  needed  for  claims 
payment.  The  insurer  can  accumulate  basically  the  same 
claims  statistical  data  as  if  the  plan  were  insured,  ex- 
cept there  is  no  premium  as  such,  but  rather  only  deposits 
into  the  bank  account  by  the  Plan  Administrator. 

Because  there  is  no  insurance  involved  in  ASO,  reserves 
need  not  be  held  by  the  insurer  since  he  has  no  liability. 
The  full  element  of  risk  rests  directly  with  the  State. 
Any  reserves,  therefore,  are  held  by  the  Plan  Administrator 
(usually  in  trust).  Use  of  the  funds  that  otherwise  would 
be  held  by  the  insurer,  helps  to  offset  the  cost  of  the 
plan.  It  is  important  for  the  success  of  this  approach 
that  the  State  Treasurer  be  able  to  use  the  monies  re- 
tained by  the  State  more  profitably  than  they  would  be 
used  if  held  by  the  insurer. 

6.  Self-Administration  -  Complete  self-insurance  is  being 
utilized  by  some  larger  plans.  The  Plan  Administrator 
may  contract  with  some  third-party  administrator,  or 
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may  directly  hire  its  own  employees  to  provide  the 
claims  administration  and  other  services  necessary  to 
operate  the  plan. 

As  in  the  "ASO"  approach,  liability  rests  directly  with 
the  State.  Reserves  may  or  may  not  be  established.  If 
reserves  are  established,  it  is  important  that  they  be 
maintained  in  a  special  "trust"  fund  and  not  revert  to 
the  State's  general  fund. 

For  a  group  the  size  of  the  State  of  Montana,  utilization 
of  the  highly  flexible  ASO  approach  or  full  self-insurance 
is  unquestionably  feasible.  The  State  would  have  no 
trouble  contracting  with  highly  competent  insurers  or 
administrators  to  handle  the  claims  paying  function.  In 
time,  it  is  possible  that  this  function  could  be  handled 
by  the  State  itself.  The  attractiveness  of  some  modifi- 
cation of  conventional  insurance  arrangements  is  such  that 
we  strongly  recommend  that  the  employee  benefit  enabling 
statute  be  modified  to  permit  self-insurance.  This  would 
normally  entail  the  facility  to  maintain  reserve  funds 
separately  from  the  State's  General  Fund  and  deleting 
the  words  insurance,  insurance  company  and  health  care 
service  contractor  from  the  enabling  act. 

We  do  not,  however,  reconroend  that  the  State  of  Montana 
enter  into  any  form  of  modified  benefit  funding  at 
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the  outset  of  a  new  state-wide  benefit  plan.  We  believe 
it  would  be  to  the  State's  advantage  to  establish  a 
"track  record"  for  one  or  two  years  under  conventional 
insurance  arrangements  in  order  to  determine  what  the 
true  cost  of  benefits  will  be.  Once  it  is  possible  to 
apply  Trend  Analysis  techniques  to  plan  experience  we 
would  undoubtedly  recommend  that  the  Plan  Administrator 
enter  into  more  flexible  funding  arrangements. 

VI.  SUMMARY 

In  this  report,  we  have  endeavored  to  identify  those  areas  where  change 
is  required  before  the  State  of  Montana  can  enjoy  a  uniform  employee 
benefit  plan.  We  have  also  recommended  modification  in  existing  statute 
that  would  facilitate  the  creation  and  successful  operation  of  such  a 
plan.  We  do  not  believe  that  radical  change  is  required.  Past  legisla- 
tures have  sincerely  attempted  to  achieve  the  objective  of  uniformity 
and  some  goals  have  been  attained.  What  is  needed  now  could  more  properly 
be  described  as  "fine  tuning"  of  existing  statute  and  systems.  Specific 
items  that  we  have  discussed  are: 

A.   Mandate  a  uniform  state-wide  benefit  plan  by  requiring  all 
agencies  to  participate  and  by  eliminating  the  requirement 
that  participating  employees  ratify  the  decisions  of  the 
Plan  Administrator; 
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B.  Provide  for  a  strong  Plan  Executive,  either  a  department 
head  in  the  executive  branch,  or  a  statutory  board  with 
representative  membership.  The  Executive  should  have  author- 
ity to  determine  policy  and  implement  decisions  pertaining 

to  carrier  selection,  plan  design  and  administrative  oro- 
cedure.  The  Executive  should  be  supported  by  an  Employee 
Benefit  Supervisor  with  adequate  funding  and  staffing  to 
properly  handle  the  extensive  administrative  responsibilities 
associated  with  the  Benefit  plan. 

C.  Make  an  accommodation  with  employees'  bargaining  representa- 
tives to  assure  that  the  integrity  of  the  uniform  plan  will 
not  be  lost  at  the  bargaining  table; 

D.  Provide  an  adequate  State  contribution  as  part  of  the  wage 
package  and  create  guidelines  for  periodically  re-evaluating 
the  contribution; 

E.  Create  the  facility  for  self-insuring  the  benefit  plan  and 
prepare  to  utilize  some  funding  modifications  within  three 
years. 

The  resulting  instrument  should  allow  the  great  ma.jority  of  State  em- 
ployees to  enjoy  more  favorable  employee  benefits  at  lower  cost  and 
with  more  efficient  administration  than  has  been  possible  before. 
The  State  should  also  reap  the  benefits  of  uniformity  through  simplified 
and  less  expensive  administration,  a  more  cost-efficient  program  and, 
most  valuable  of  all,  appreciative  and  satisfied  employees. 
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CHAPTER  15  -  STATE  EMPLOYEE  GROUP  INSURANCE 


59-1501.  Defim'tJons.  As  used  in  this  act: 

(1)  "Department"  means  the  department  of  administration  of  the 
State  of  Montana  provided  for  in  chapter  2  of  Title  82A. 

(2)  "Employee"  means  an  employee  of  the  State  of  Montana,  speci- 
fically including  a  member  or  employee  of  the  legislative  branch  of  State 
government,  who  is  eligible  for  insurance  coverage  pursuant  to  section 
11-1024.  The  term  "employee"  does  not  include  employees  of  counties, 
cities,  towns  and  school  districts  of  the  state  of  Montana. 


History:  En.  Sec.  1,  Ch.  438,  L.  1973;  amd.  Sec.  1,  Ch.  347,  L.  1975. 

59-1502.  Negotiations  and  contracting  by  department  of  administration. 
The  department  of  administration  shall  negotiate  and  contract  for  all 
contracts  of  group  insurance  and  health  service  corporation  plans  issued 
to  all  officers  and  employees  of  all  departments  of  the  executive  and 
legislative  branches  of  the  government  of  the  state  of  Montana. 

History:  En.  Sec.  2,  Ch.  438,  L.  1973 

59-1503.  Advisory  council  --  selection  of  representatives  --  meetings 

(1)  Before  the  department  begins  negotiations  for  a  group  insurance 
policy,  the  director  of  the  department  shall  create  an  advisory  council  to 
advise  him  on  matters  pertaining  to  the  negotiating  and  contracting.  The 
advisory  council  shall  be  created  under  section  82A-110,  but  the  members 
shall  be  selected  in  accordance  with  subsection  (2)  of  this  section. 

(2)  The  officers  and  employees  of  each  principal  department  and  con- 
stitutional office  in  the  executive  branch  of  state  government  and  the 
members,  officers,  and  employees  of  the  legislative  branch  of  state  govern- 
ment shall  select,  in  accordance  with  the  rules  adopted  under  section  6 
[59-1506]  of  this  act,  a  representative  to  serve  on  the  advisory  council 
and  to  represent  the  interests  of  the  officers  and  employees. 

(3)  The  advisory  council  shall  meet  quarterly  to  review  the  existing 
policy,  to  report  and  review  claim  problems  and  provide  advice  to  the  de- 
partment for  future  negotiations. 


History:  En.  Sec.  3,  CH.  438,  L.  1973 


59-1504.  Combining  existing  employee  groups.  The  deoartment  may 
combine  existing  employee  groups  in  one  or  more  departments  of  the  exec- 
utive branch  of  the  government  of  the  state  of  Montana  into  a  single  group 
and  contract  on  behalf  of  the  combined  group.  The  department  may  also 
combine  all  employees  of  the  executive  and  legislative  branches  of  the 
government  of  the  state  of  Montana  into  one  group. 


History:   En.  Sec.  4,  Ch.  438,  L.  1973 
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59-1505.  Approval  of  insurance  by  component  group-independent 
negotiation  in  the  event  of  disapproval.  Two-thirds  (2/3)  of  the  members 
of  any  existing  component  employee  group,  which  is  part  of  the  combined 
group  on  whose  behalf  the  department  has  contracted  for  group  insurance, 
must  approve  the  policy  in  order  for  it  to  be  effective  as  to  that  com- 
ponent group.  When  the  policy  is  approved,  the  employer  contribution 
provided  for  in  section  11-1024  shall  then  be  paid  to  the  insurer  issuing 
the  approved  policy.  The  component  emoloyee  group  shall  retain  the  power 
to  negotiate  and  contract  for  group  insurance  and  health  service  corpor- 
ation plans  if  such  component  group  does  not  approve  the  policy  negotiated 
by  the  department. 


History:  En.  Sec.  5,  Ch.  438,  L.  1973. 


59-1506.  Rules.  The  department  is  empowered  to  promulgate  such 
rules  as  are  required  to  carry  out  the  purposes  of  this  act. 


History:  En.  Sec.  6,  Ch.  438,  L.  1973. 


59-1507.  Costs  of  administration  and  negotiation.  The  department's 
cost  of  negotiating  and  administering  group  insurance  policies  pursuant 
to  this  act  are  to  be  included  as  part  of  the  premium  paid  and  returned 
to  the  department  by  each  insurer  from  the  premiums  it  received.  All  de- 
partment costs  of  negotiating  and  administering  group  insurance  policies 
are  subject  to  the  approval  of  the  advisory  council. 


History:  En.  Sec.  7,  Ch.  438,  L.  1973. 
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